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KEY ECONOMIC INDICATORS: KOREA 


All Values in Mission U.S. $ Exchange Rate as of 9/19/75 
Unle herwise Stated U.S. $1.00 -O 
Cummuative 2 Change 
2 A 1 B 2 C B/A C 


INCOME, PRODUCTION, EMPLOYMENT 
BOK Daily Ave. Exch. Rate, ¥ per $ (9/75) 398.3 404.5 L481,.0 1.6 21.4 

Population, Mid-Year,Mil. Persons (1975) 34.2(r) 34.7(r) 35.3(r) 1.7 1.6 
GNP at Current Prices, Million $ 12,374 16,759 
GNP at Current Prices, Billion Won 4,929 6,779 37.5* 
GNP at Constant (1970) Prices, Mil.$(6/75)11,342 12,316 5,562 
GNP at Constant (1970) Prices, Bil.#(6/75) 3,523 3,826 1,728(p)  8.6* 
Per Capita GNP,Current Prices, US$ 362(r) 482(r) 
Per Capita GNP, Current Prices, Won 14s ,290(r)195,155(r) 35.3% 
Fixed Investment, Current Prices, Mil.$ 2,936 4,339 
Fixed Investment, Current Prices, Bil. 1,169 1,755 50.1* 
Indices: (1970) = 100 

Industrial Production (7/75) 176.4 225.0 250.5(p) 27.6 

Avg. Industrial Labor Productivity 127.3(r) 140.0 na. 10.0 

Avg. Wage in Mfg. (Nominal) (5/75) 153.4 207.5 230.8 35.3 
Employment (1,000 persons) (3/75) 11,139 11,586 11,496 4.0 
Avg. Unemployment Rate (%) (3/75) 4.0 4.1 6.1 

D_ PRICES 
Money, Current Prices, Mil.$1/ (8/75) 1,837 1,954 2,055 
Money, Current Prices, al (8/75) 730 946 995 
External Debt Outstanding2/ (6/75) 3,319 4,350 5,046 
External Debt Service Ratio2/ (6/75) 14.2( 12.6 13.9 
Interest Rates, Comm'l Bank Avg.(%)(8/75) ‘ 15.5 15.5 
Wholesale Price Index,1970=100 (8/75) 132.4 188.2 233.2 
Seoul Consumer Price Index, 1970=100(8/75) 129. 160.1 194.9 
E OF PA S_ AND DE 

Gold and Gross For. Exch.Reservel/(8/75) 1,038.8 1,054.0 1,225.0(p) 1. 
Net Goods and Services (6/75) “498.9 =-2,245.1 -1,836.4(p)350. 
Balance of Trade(BOP”Basis)(6/75) 566.5 -1,936.8 -1,527.6(p)2sl. 


2 721.1 . 
8 4,312.7 . 
8 1,156.4 . 
8 26.8 = 


To U.S. 1,021.2 1,492. 
Imports, CIF (Customs Basis) (7/75) 4,240.3 »851. 
From U.S. 1,201.9 3700. 
U.S reo rk 28, 2 


5 
0 
9 
Exports, FOB (Customs Basis)(7/75) 3,255.0 4,460.4 2,474.6 a 
1 
6 
5 


s to U.S. Jan-June 1 : (Value in ¢ million; % change over the same period of 
1974). Clothing ($161;12) Iron & Steel Products ($29;-68) Electrical Products ($92;-22) 
Plywood ($68;-1) Footwear ($47;-13) Wigs ($21;-26) 
orts U.S. Jan-June 1975: (Value in $ million; % change over the same period of 

1974). Grain (317370) Electrical Products ($74;-24) Raw Cotton ($103;24) Ores & Metal 
Scrap ($54;-34) Non-Electrical Machinery ($79; 95) Transportation Equipment ($65;-8). 
# Compared to same cummlative portion of B. p®* Preliminary. r = Revised. 
* Percentages computed on won rather than dollar basis to avoid exchange rate distortions. 
1/ Data are for end of period; all other data represent average or cumulative for period 

indicated. 
2/ Embassy estimate: Includes payments on all debt (of one year and more maturity) as 

% of total exports of goods and services. 
Source: Bank of Korea, Economic Planning Board and Office of Customs Administration. 





SUMMARY 


The GNP in 1975 will probably be about 6.5% higher than in 1974, 
lower than the 8.6% growth rate in 1974 but still impressive for 
an export-dependent economy during a worldwide recession. However, 
this growth has been at the expense of a second year of large 
balance of payments deficits and strong domestic inflation. 
Exports are currently rising fairly rapidly, replacing anti- 
recession fiscal measures as a stimulus to the economy. A recent 
IBRD-sponsored Consultative Group meeting on Korea estimated that 
medium and long term loans on the order of at least $2 billion 
annually would be needed in the next few years, in order to 
finance Korea's continued rapid growth, but that debt service 
should not pose a serious problem, provided that a significant 
proportion of borrowing is from official and semi-official sources 
on favorable terms. Tentative Korean Government targets for 1976 
include an 8% GNP growth rate and a decline in the inflation rate 


to 12-15%. 


U.S. industrial sales opportunities should increase next year 
since Korean imports will probably grow about 10% in dollar value. 
Export-Import financing continues to play an important role, and 
Korea continues to seek foreign private investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production: Substantial Real Growth Continues 


Despite lower exports the Korean economy continued to grow fairly 
rapidly in the first half, following the sharp upturn in industrial 
production which occurred in late 1974 when strong fiscal stimulus 
was applied. Preliminary data show GNP up 6.1% in real terms in 
the first half over a year earlier, despite a 5.4% drop in exports 
of goods and services. 


All-time production highs were reached in the first half for 
industrial chemicals, plastic products, non-ferrous metals, 
fabricated metal products, non-electrical machinery, transport 
equipment, and precision equipment. Total industrial production 

in the first seven months of 1975 was 12.3% above year earlier. 
Seasonally adjusted industrial production rose 16.1% from an 
October 1974 low to a temporary peak in March, then declined 
slightly until July, which saw a large 7.6% increase centered in 
the food, plywood and garment industries. Excess inventories 

have been largely eliminated, partly by Korean government purchases 





to give temporary relief to firms, and the overall ratio to 
production is now nearly normal. 


For 1975 as a whole real GNP growth is likely to equal or exceed 
the revised government estimate of 6.5%, compared to 8.6 percent 
for 1974. Spurred by export orders, industrial production in the 
second half should widen its gap over the 1974 level. Bumper 
grain crops will also contribute to good growth. Construction 
is one sector which may see little or no growth in the second 
half, after providing a strong stimulus in the first half. 
Building permits (total area) have recently dropped below year- 
earlier levels, with industrial construction particularly weak. 


Korea's Fourth 5-year Economic Development Plan for 1977-1981 is 
now in the early stages of formulation. The planning guidelines 
for 1977-81 assume a real GNP growth of 9% a year, with the ratio 
of gross investment to GNP maintained at 28-30%. Exports in 
constant prices are projected to increase at 15.3% a year, much 
less than in the past, while the import growth rate is estimated 
at 10.8%. 


Balance of Payments Improves After Difficult First Half 


Korea's balance of payments situation has improved since April 
due to increased exports and reduced imports. The second half 
current account deficit will be much smaller than the preliminary 
first half deficit of $1.7 billion, with the full 1975 total 


approximating the revised 1974 deficit of $2.0 billion. Probably 
$200-300 million of the first half deficit represents speculative 
import accumulations now being reversed, causing a comparable 
reduction in the second half deficit. 


Table 1. BALANCE OF PAYMENTS Million 


First First?/ 
Final Half Half 

1974 1974(A) 1975(B) 
Trade Balance -1,937 -856 -1,528 
Exports (FOB) 4,515 2,276 2,085 
Imports (FOB) 6,452 3,132 3,613 
Net Services -308 -ll4 -309 
Net Goods & Services -2,245 +970 ~1,836 
Net Transfers 222 96 124 
Net Current Balance -2,023 -874 -1,713 
Net Capital Inflows 2,010 841 1,566 
Long and Medium Term* 1,150 4,03 723 
Short-Term & Others 860 438 843 
FX Holdings (Increase =) -15 50 -40 
Errors & Omissions 28 -17 187 

Gross FX Reserves: 

(End of Period) 1,049 985 1,090 


P=Preliminary * Original maturities of one year and over. 
Source: The Bank of Korea. 





For the past four months (May-August) Korea has had a $25 million 
foreign exchange surplus as measured by the KFX (Korean Foreign 
Exchange) budget, which excludes imports financed by long-term 
capital and grants. This small KFX surplus represents a dramatic 
change from the $920 million KFX deficit recorded in the first 
four months of 1975. KFX imports have been particularly low since 
April, and import license data indicate they will remain low and 
below exports during the final four months, still yielding a KFX 
surplus after deduction of a small services deficit. 


Korea's gross foreign exchange reserves have increased by $340 
million to $1,220 million in August since the year's low of 
$880 million in March. This improvement is due in part to a 
$70 million IMF Oil Facility drawing. Gross reserves should 
improve further in the final four months due to a KFX surplus 
and a further drawing from the IMF Oil Facility. 


The preliminary first half export total of $2,085 million (BOP 
basis) was 8% below the same period last year (Table 1.). Part 
of this decline reflects a 6% drop in the export price index. 
However, arrivals of export letters of credit,a leading indicator 
of exports, turned up sharply in April and are now running about 
$465 million a month, compared to $321 million in the first 
quarter. Exports should be up 35% in the second half and approach 
$5.0 billion for all of 1975. Textile and apparel exports have 
recovered sharply, with factories working overtime to fill orders. 
Korea's export pattern continues to shift away from heavy 
dependence on the U.S. and Japanese markets; in the first seven 
months 45% of Korea's exports went to other countries, compared 

to only 34% in the same period in 1974, while the share of Korea's 
exports going to the U.S. dropped to 29% from 32%. 


Further easing the trade balance situation, import licenses have 
dropped markedly in recent months. This lower import trend 

should continue through 1975 due to drawdowns of inventory, 

reduced investment, tight credit, high import deposit requirements, 
and lower grain imports. Tctal imports, fob, should thus approxi- 
mate $6.7 billion. An increase in imported crude oil prices will 
add in 1976 to Korea's current annual $1.2 billion oil import bill. 


Capital inflows to cover the balance of payments deficit on current 
account continued to require short-term borrowing, which amounted 
to $843 million in the first half of 1975 compared to $723 million 
in net medium and long term financing. Long-term public loans, 
however, increased in the first half of 1975, reaching $449 

million on a commitment basis and $232 million on an arrival basis, 





compared to full-year 1974 figures of $456 million and $317 
million respectively. A $100 million IBRD program loan and 
resumption of U.S. PL 480 food sales account for much of the 
increase. Korea's debt-service ratio in 1975 will be about 

14%, up from 12.6% for 1974, but still well below the 21% ratio 
reached in 1970. A recent periodic consultative meeting on 

Korea sponsored by the IBRD concluded that Korea's debt service 
should prove managable during the next several years, given 
reasonable assumptions as to export growth and terms of borrowing. 


Money Remains Tight As Fiscal Deficit Continues 


Domestic credit in 1975 grew 22.1% through August, or 51.5% from 
August 1974, but will probably stay within the target ceiling of 
35.3% for all of 1975. The monthly rate of increase has been 
tending downward throughout the year. Credit to the public sector 
has accounted for 31% of the increase so far and will account for 
a larger proportion in the final months, so that private sector 
access to new credit will decline from the first half. Growth 

in money supply was only 5.4% through August, compared to 29.5% 

in all of 1974. The government maintained the 15.5% prime bank 
lending rate in effect since 1972. 


The overall 1975 fiscal deficit of the government as of the end 
of August was 189 billion won, reflecting large deficits in 
extrabudgetary accounts, notably in two subsidy programs, the 
Grain Management Fund and the Fertilizer Account, which more 
than offset a surplus in the general budget. Proposed budget 
measures for the remainder of 1975 and for 1976 provide for 
major increases in defense expenditures and in 1976 a 45% 
increase in government salaries, with no real growth in capital 
expenditures. Total expenditures are now expected to increase 
about 60% in 1975 and 30% in 1976. The additional costs are to 
be financed in part through a new defense tax instituted in 
July which consists principally of surtaxes and a 2.5% tax on 
imports. Defense expenditures in 1976 are planned to exceed 

6% of GNP, compared to an estimated 5.2% in 1975 and 4.4% in 1974. 


The rate of price inflation during the 12 months ending in August 
was 27.7% for wholesale prices and 25.2% for Seoul consumer prices, 
better than the full year 1974 rate of 42.1% for wholesale prices 
but a little worse than the 1974 rate of 23.6% for Seoul consumer 
prices. The government hopes to get the overall inflation rate 
down to 12-15% in 1976 through curtailment of government grain 

and fertilizer subsidies and continued credit restraint. 





IMPLICATIONS FOR THE UNITED STATES 


Imports from U.S. Continue to Expand 


The U.S. share of the growing Korean market expanded to 26.8% in 
the first seven months of 1974, compared to 24.8% in all of 1974. 
The value of Korean imports from the U.S. increased 16.2% in the 
first seven months over the same period in 1974. The greatest 
percentage growth among major categories in the first 6 months 

was in non-electrical machinery (up 95% over the first half of 
1974). Although Japan remains Korea's major supplier, Japan's 
share of the market during the first 7 months dropped to 35%, 
compared to 38% in the first half of 1974. All other suppliers 
combined held relatively constant, with 38% of the market. Recent 
strengthening of the dollar and idle manufacturing capacity in all 
of Korea's supplier countries will probably sharpen competition and 
call for increased sales promotion efforts if the U.S. is to in- 
crease its industrial market share further over the next 6-12 
months. A reduction of perhaps $300 million in Korea's food grain 
imports in 1976 will tend to reduce the overall U.S. share. 


Financing remains an important factor in selling to the Korean 
market, and the ROKG has asked U.S. Export-Import Bank con- 
sideration for projects in steel manufacturing, petrochemicals, 
communications, mining, and transportation. Korean data show 
that use of direct U.S. Export-Import Bank credits (excluding 
guaranteed and other credits) rose to $58 million for the first 
half of 1975 compared to $61 million for all of 1974. Major 
projects of interest to U.S. exporters include energy systems, 
for which the market doubled to $10.8 million in 1974. Korea 
continues to share in the worldwide shipbuilding recession. 

But expansion of the Pohang Steel Mill continues and will reach 
2.3 million M/T in early 1976 with a capacity of 8 million M/T 
planned for 1980. 


Machinery and equipment products with the greatest incremental 
sales potential over the next few years are expected to be: 
metalworking and metalfinishing machinery and equipment; 

mechanical handling equipment; energy systems; heating and 

cooling equipment; textile machinery; laboratory instrumentation; 
construction and mining machinery; computers and related equip- 
ment; business equipment and systems; and process control 
instrumentation. An important tool for the promotion of these 
products and other American exports is the U.S. Trade Center 

Seoul. The Trade Center is available to local agents of U.S. firms 


for Single exhibitor "between show'' promotions, and U.S. business 





visitors can avail themselves of the Trade Center's "REPFIND" 
service which includes temporary space, identification of 
prospects, and arrangement of appointments at the Center. A 
detailed outline of the Korean market is given in a U.S. 
Department of Commerce publication, Marketing in Korea. 


Investment Approvals Increase 


Private foreign investment approvals in the first half jumped 
to $142 million, compared to $140 million for all of 1974. 
Half of these investments were by U.S. firms or third-country 
subsidiaries of U.S. firms. Japanese firms accounted for 

most of the remainder. There was a very marked shift to a 
small number of large investments instead of the previous 
pattern of many smaller investments. In the first half of 1975 
only 22 new foreign investments were approved compared to 170 
in all of 1974. Large chemical and fertilizer projects with 
long lead times accounted for a large share of the first half 
investment approval figure, while small investments with short 
lead times in the primary, consumer, and service industries 
dropped off, reflecting recession abroad and slower growth 
within Korea. 


Actual arrivals of private foreign investment dropped sharply 
to only $27.8 million in the first half of 1975, compared to 
$124.1 million for all of 1974. The decline in the amount of 
investment arrivals was especially marked in the case of 
Japanese firms, presumably reflecting recession and tight 
money in Japan. 


The potential for profitable private U.S. investments in Korea 
remains good over the longer term. Korea continues to offer 

a large supply of industrious semi-skilled labor, adequate land 
and facilities for new plants, and a full range of governmental 
investment incentives. 
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